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Options on Indices, ETFs, and HOLDRS

Pursuant to Section 19(b)(1) of the Securities Exchange Act of 1934 (“Act”),* and
Rule 19b-4 thereunder,? notice is hereby given that on February 21, 2007, the Chicago Board
Options Exchange, Incorporated (“CBOE” or “Exchange”) filed with the Securities and
Exchange Commission (“Commission”) the proposed rule change as described in Items I, 11, and
111 below, which Items have been substantially prepared by the Exchange. On December 20,
2007, the CBOE submitted Amendment No. 1 to the proposed rule change. The Commission is
publishing this notice to solicit comments on the proposed rule change, as amended, from

interested persons.

l. Self-Requlatory Organization’s Statement of the Terms of Substance of the Proposed
Rule Change

The Exchange proposes to amend CBOE Rule 24 .16, which is the Exchange’s rule
applicable to the nullification and adjustment of transactions in index options, options on
exchange-traded funds (“ETFs”), and options on HOLding Company Depository ReceiptS
(“HOLDRS”). The Exchange is proposing to amend the rule in order to: (i) modify the
nullification and adjustment provisions for erroneous prints and erroneous quotes in the
underlying; (ii) eliminate the nullification and adjustment provision for trades below intrinsic

value; and (ii1) modify the nullification provision for no bid series. The text of the proposed rule

! 15 U.S.C. 78s(b)(2).
2 17 CFR 240.19b-4.
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change is available at the Exchange, the Commission’s Public Reference Room, and

www.choe.com.

1. Self-Requlatory Organization’s Statement of the Purpose of, and Statutory Basis for, the
Proposed Rule Change

In its filing with the Commission, the Exchange included statements concerning the
purpose of and basis for the proposed rule change and discussed any comments it received on the
proposed rule change. The text of these statements may be examined at the places specified in
Item IV below. The Exchange has prepared summaries, set forth in Sections A, B, and C below,
of the most significant aspects of such statements.

A. Self-Requlatory Organization’s Statement of the Purpose of, and Statutory Basis
for, the Proposed Rule Change

1. Purpose

The Exchange proposes to make various amendments to CBOE Rule 24.16, which is its
obvious error rule pertaining to index options, options on ETFs, and options on HOLDRS. First,
the proposal would modify the rule’s provisions pertaining to erroneous prints and erroneous
quotes in the underlying. Currently, the rule provides that a trade resulting from an erroneous
print disseminated in the underlying market which is later cancelled or corrected by that
underlying market may be adjusted or nullified.> Similarly, the rule also provides that a trade

resulting from an erroneous quote in the underlying security may be adjusted or nullified.*

Under the current rule, to be adjusted or nullified, the trade must be the result of an
erroneous print that is higher or lower than the average trade in the underlying security
during a two-minute period before and after the erroneous print by an amount at least five
times greater than the average quote width for such underlying security during the same
period. See CBOE Rule 24.16(a)(3).

Under the current rule, an erroneous quote occurs when the underlying security has a
width of at least $1.00 and has a width at least five times greater than the average quote



























